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In January, the UN's Economic Commission for Latin America and the Caribbean (ECLAC)
published its first statistics on economic performance in the region for 1993. The report shows that
the regional economy grew by 3.2% last year, marking the third straight year of moderate economic
expansion since the recovery from the crisis of the 1980's began in 1991. ECLAC also reports a hefty
flow of capital to the region for the third year in a row, with net inflows totalling nearly US$55 billion
in 1993.
The capital inflows allowed most countries to finance their current account deficits. But since
much of the investment flooding the region is in stocks and bonds, many economists warn that any
significant rise in interest rates in the advanced industrialized countries could rapidly lure investors
away from Latin America's volatile financial markets. According to ECLAC's "Preliminary Overview
of the Economy of Latin America and the Caribbean, 1993," overall economic performance last year
was characterized by moderate growth in most regional economies, relative price stability, and a
massive inflow of external capital. The regional GDP increased by about two-tenths of a percentage
point compared to 1992, raising per capita GDP to 1.3% in 1993, up from 1.1% the year before.
Inflation remained fairly moderate last year, with price stabilization continuing to consolidate
in most countries throughout the region. In 1993, the countries with annual inflation of less than
15% represented a majority for the first time. Brazil was the exception, with the consumer price
index in that country nearing 2,600% last year (see Chronicle 01/06/94). Although the regional
economy grew only slightly compared to 1992, the growth in GDP last year is still considered an
important achievement given the continuing recession in the advanced industrialized countries
and the decline in the value of regional exports on world markets. According to ECLAC, the effect
of structural adjustment policies and reforms adopted in previous years helped offset the sluggish
evolution of the international economy. As a result, since economic recovery began in 1991, the
region has maintained growth rates above 3% for three years in a row.
GDP per capita has increased by an average of 1.4% per year since 1991, compared to an average
1.3% annual decline in the previous three-year period from 1988 to 1990. Nevertheless, much of
the 1993 growth was due to the hefty economic recovery in Brazil, whose US$450 billion economy
accounts for about 40% of the Latin American economy. In 1993, Brazil's GDP grew by a robust 4.5%
a complete reversal from 1992, when that country's GDP declined by 1%. If Brazil is excluded, the
growth of the rest of the region's economies actually slowed from nearly 5% per year in 1991 and
1992, to only 2.6% in 1993. Fur countries Haiti, Nicaragua, Venezuela, and Trinidad-Tobago reported
negative GDP growth rates last year. In addition, growth in half the countries in the region slowed
down in 1993, although to rates still "acceptable," according to ECLAC.
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Only in a few countries Argentina, Chile, Costa Rica, and Panama were GDP rates considered "quite
satisfactory," at around 6%. "It is difficult to evaluate regional economic performance in terms of
how satisfactory it is," said ECLAC Executive Secretary Gert Rosenthal, commenting on the report.
"Given the recessionary trends in the main industrialized economies, we could say that it is no
small feat to have grown at rates nearing 3% for the third year in succession, while keeping prices
relatively stable, especially if we compare this with the regional economy's performance in the
1980's.
At the same time, it could be argued that a 3% growth rate is barely enough to absorb the growth
in the economically active population, still less to tackle the backlog of social deficiencies that has
accumulated over many years." Moreover, deteriorating terms of trade greatly eroded efforts by
most countries to increase export income last year. Despite depressed world market conditions, the
volume of exports from Latin America and the Caribbean grew by nearly 9% in 1993. Nevertheless,
the sharp drop in international prices for most regional exports undercut these efforts, allowing only
a modest US$5.7 billion jump in income, from US$127.2 billion in 1992 to US$132.9 billion in 1993.
Most countries did manage to reduce their rates of growth in imports last year, with the total value
of imports increasing by only US$10.5 billion in 1993, compared to a US$25.4 billion jump in imports
the year before. But given the depressed world market, the value of imports still grew at a faster rate
than exports, pushing the trade deficit for goods up from US$10 billion in 1992 to US$14.8 billion in
1993.
All told, after net remittances of profits and interest are factored in, the current account deficit
reached a record US$42.6 billion last year, up from US$36.9 billion in 1992 and more than twice
the current account deficit registered in 1991 A hefty flow of capital to the region allowed most
countries to finance their current account deficits. The net capital inflow totalled US$54.6 billion in
1993, representing only a slight US$7.4 billion drop from the record US$62 billion in capital inflows
reported in 1992. A total of US$155.9 billion in capital has now poured into the region over the
last three years more than four times the US$35.7 billion in net capital inflows registered in the
preceding triennium from 1988 to 1990. In 1993, capital inflows continued to originate primarily from
private, non-bank sources.
Although foreign direct investment remains at high levels, a huge portion of investments are in
stocks and bonds. Public and private bond issues totalled US$19.3 billion last year, accounting
for 35% of the total net capital inflow in 1993. Such huge capital inflows demonstrate growing
confidence among foreign investors in Latin America and the Caribbean. Notwithstanding the
positive impact on the current account deficit, however, the huge portion of capital being channelled
into stocks and bonds may in the end be a mixed blessing for the region's economies. In effect,
the growth in "portfolio investments" means that much of the foreign capital entering the region
is not being directed toward productive activities, which may in part explain the modest regional
growth levels. Moreover, such investments are highly volatile, and are generally lured by the vast
gap between the rock bottom interest rates now offered on international financial markets and the
lucrative returns offered by Latin American countries to attract foreign capital.
Thus, as interest rates in the advanced industrialized countries begin to rise, the level of capital
flows to the region will likely subside. Indeed, at the end of February a brisk jump in long term
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interest rates in the US led to a sharp plunge in some of Latin America's biggest financial markets,
causing hundreds of millions of dollars in losses among leading banks and brokerage firms that
deal in securities on emerging markets. Emerging markets in general fell by 6% in the last week in
February, while stock markets in Mexico, Argentina, and Brazil dropped by about 10%, according to
the New York Times.
The sell-off of stocks and bonds was initiated by the aftershocks from the US Federal Reserve's
move to raise short- term interest rates in early February, which by early March had provoked a full
percentage point rise in long term interest rates in the US. "Many of the banks that hold portfolios of
Latin debt securities took the fall in the market as a sign to sell their holdings and take profits," said
Stephen W. Dizard, the head of emerging markets trading at Salomon brothers.
The largest dealers include such firms as J.P. Morgan & Company, Chemical Bank, Merrill Lynch,
Salomon Brothers, and ING Securities. Many of those firms are estimated to have lost from US$30
million to US$100 million since the beginning of February, although the effect of the market drop
will not be confirmed until those companies release their first quarter reports in April. Finally, apart
from the volatility of the capital flowing into the region, the investments in bonds and securities are
also sharply driving up the region's foreign debt. Since capital inflows to the region began to surge
in 1990, the regional external debt has increased by US$64.3 billion, growing from US$422.7 billion in
1989 to US$487 billion last year.
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